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TASK 2.


                                           LIQUIDITY VERSUS PROFITABILITY
                                 WHY PROFITS AND CASH ARE DIFFERENT?


The objective of this report is to find what liquidity and profitability mean in accounting field and to present the difference between both by comparing and detailing why profits and cash amounts are likely to be different in the financial statement.
This report has three sections, the last one being the conclusion.
In the first part of this report the definitions of the terms are to be presented according to relevant literature.
Liquidity:
A definition of this term was mentioned by Shim and Siegel in 2000, which are stating that liquidity is the company`s capacity to disband short- term debt within one accounting year for continuous operation. In other words, liquidity portrays how much a benefit or an asset can be immediately purchased or sold in the market at a cost mirroring its inherent value. Cash is always viewed as the most fluid resource since it can easily and effectively be changed into other assets. Other tangible assets are for example real estate, artistic work and collectibles are generally illiquid. By illiquid we understand that it is an asset that is difficult to sell because of its value. Other money related resources, rating from equities to organization units fall at different places in the liquidity range. (Farlex Financial Dictionary, 2009)
Profitability:
Profitability can be defined as the final measure of economic success achieved by a business in relation with the capital invested in it. This economic success is determined by the net profit. (Pimentel, 2005, p.86) 
In other words profitability can be described as the profit earned by a firm in relation to its size, measured in terms of total assets including long-term capital or number of employees. (Pass C., Lowes B., Davies L., 2005) 
Profit is the propulsive element of any investments in different projects.
In the second part of the report the difference between liquidity and profitability is to be debated.
Liquidity and profitability is the most important key of performance within a business, either in their own way or together by indicating the business potential to grow and its sustainability. Both have impacts upon each other.
As described in the definitions of key words, liquidity or cash flow measures the time it takes to convert assets into cash to manage immediate and short-term emergencies, and it is calculated by a set of liquidity ratios, such as: current ratios, quick and cash ratios. Insufficient cash flow means that a business cannot meet its financial obligations, such as paying employees or suppliers. This can occur even if the business is making profit on its services or products.  
Also called net income, profit is what remains from sales revenue after all expenses within the business are subtracted. Profitability is how well a business is actively generating financial revenue in relation with the size of the business and it is calculated by profitability ratios such as: profit ratios, operating ratios, asset return ratios, as well as return on equity and return of investment. Sometimes, as with the cash flow, the success of a product can raise expenses which can impact your profit. Lowering expenses can make profit to the business, but it also requires making effective cuts that will not compromise the ability to stay on the market.
The cash flow statement qualifies the wellspring of a company`s money and its money expenditure over a particular timeframe. The income statement gauges a company`s monetary exhibitions such as revenues, costs, benefits or losses over a specific time period. This financial document is called a statement of financial performance. In other words, an income statement shows whether an organization made profits or benefits and a cash flow statement shows if the organization generated money.
  
                                                       CONCLUSION

As mentioned before liquidity means cash that flows throughout the company while profitability is the company ability to make profit, that is generated after all expenses are paid, showing its success or failure. Both liquidity and profitability are shown in business statements as it follows:
-cash flow statement for liquidity
-income statement for profit
 The statement of cash flows is very important to investors because it shows how much actual cash a company has generated. The income statement, on the other hand, often includes noncash revenues or expenses, which the statement of cash flows excludes. (The Statement of Cash Flows, 2020)
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TASK 3
.
	Description
	Debit
£
	Credit
£

	Depreciation a/c (fittings)
	384
	

	Accumulated depreciation a/c
(fittings)
	
	384

	Depreciation a/c (buildings)
	800
	

	Accumulated depreciation a/c
(buildings)
	
	800

	Prepayment a/c (rates)
	360
	

	Rates a/c (being rates pre-payments)
	
	360


	Irrecoverable debts a/c
	618
	

	Accruals a/c (irrecoverable debts)
	
	618


	Drawings a/c
	250
	

	
Bank  
a/c
	
	250




Rates 1800-360=1440 new amount
Prepayments 360 
Depreciation expenses 384 for fittings new entry
Accumulated depreciation 2500+384=2884 fittings new amount
Depreciation expenses 800 buildings new entry
Accumulated depreciation 6000+800=6800(new amount for buildings)

Irrecoverable debts 618
Allowance for doubtful debts: 800-618=182 new amount

TRIAL BALANCE:
	
	             Debit
	          Credit

	Fittings
	7,300
	

	Accumulated depreciation fittings
	
	2,884

	Buildings
	30,000
	

	Accumulated depreciation on buildings
	
	6,800

	Inventory
	15,000
	

	Trade receivables
	10,000
	

	Allowance for doubtful debts
	
	800

	Cash in hand
	50
	

	Trade payables
	
	18,000

	Cash at bank
	1,250
	

	Capital
	
	19,000

	Drawings
	4,500
	

	Purchases
	80,000
	

	Revenue
	
	120,000

	Wages
	12,000
	

	Advertising
	4,000
	

	Rates
	1,440
	

	Bank Charges
	
	200

	Irrecoverable debts
	600
	

	Ricardo's Bank transfer
	250
	

	Prepayments
	360
	

	Depreciation expense fittings
	384
	

	Depreciation expense buildings
	800
	

	bank a/c
	
	250

	Total
	167,934
	167,934

	
	
	











3. STATEMENT OF PROFIT OR LOSS
	RICARDO

	Statement of profit or loss 

	for the period 1 January 2017 to 31 December 2017

	
	
	

	Sales (Less return otward)
	
	£120,000.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£15,000.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£80,000.00
	

	        -    Closing inventory
	£21,000.00
	

	
	
	£74,000.00

	
	
	

	Gross Profit
	
	£46,000.00

	
	
	

	Add other Income
	
	

	Total Income
	
	£46,000.00

	
	
	

	Expenses
	
	

	Accounting fees
	£0.00
	

	Advertising
	£4,000.00
	

	Bank Charges
	£200.00
	

	Depreciation
	£8,500.00
	

	Electricity
	£0.00
	

	Hire of Equipment
	£0.00
	

	rates
	£1,440.00
	

	Interest
	£0.00
	

	Motor Vehicle expenses
	£0.00
	

	Office Supplies
	£0.00
	

	Postage & Printing
	£0.00
	

	Rent
	£0.00
	

	Repairs & Maintenance
	£0.00
	

	Stationery
	£0.00
	

	Subscriptions
	£0.00
	

	Telephone
	£0.00
	

	Training / Seminars
	£0.00
	

	Wages & Salaries
	£12,000.00
	

	Total Expenses
	
	£26,140.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£19,860.00

	
	
	






4. STATEMET OF FINANCIAL POSITION RICARDO:

	
	

	               Statement of Financial Position as at 31st December2017

	                                                  RICARDO
	

	
	£

	Assets
	

	Non-current assets
	

	Buildings
	30000

	Fittings
	0

	Accumulated depreciation
	8,500

	
	0

	Fixtures and fittings
	2,500

	
	

	Current assets:
	

	Inventories
	21,000

	Trade and other receivables
	10,000

	Prepayments
	360

	Bank
	1,000

	Cash and cash equivalents
	50

	Total assets
	73,410

	
	

	Capital & Liabilities 
	

	Capital
	19,050

	Profit for the period
	19,860

	Drawings
	4,500

	
	43,410

	Non-current liabilities:
	

	Bank loans
	0

	Wages
	12,000

	Current liabilities:
	

	Bank loans and overdrafts
	0

	Accruals
	0

	Trade payables
	18,000

	Total capital and liabilities
	73,410

	
	

	
	






[bookmark: _GoBack]TASK 4.

                                  THE MOTIVATION BEHIND FINANCIAL STATEMENTS
 
In the following report the motivation behind financial statements is discussed, who are its users, followed by the conclusion.
 The broadly useful of the fiscal summaries is to give data about the consequences of tasks, budgetary position, and incomes of an association. This data is utilized by the reader of budget summaries to settle on choices with respect to the assignment of assets. At a progressively refined level, there is an alternate reason related to every one of the fiscal summaries. The salary explanation educates about the capacity regarding a business to produce a benefit. Likewise, it uncovers the volume of deals, and the idea of the different kinds of costs, contingent on how cost data is totalled. When evaluated over different timespans, the pay explanation can likewise be utilized to break down patterns in the consequences of organization activities. The reason for the financial statement is to educate the reader about the current status of the business as of the date recorded on the monetary record. This data is utilized to evaluate the liquidity, financing, and obligation position of an element, and is the reason for various liquidity proportions. At long last, the reason for the announcement of incomes is to show the idea of money receipts and a money payment, by an assortment of classes. This data is of impressive use since incomes don't generally coordinate the deals and costs appeared in the salary explanation. As a gathering, the whole arrangement of financial statements can likewise be allowed a few extra purposes, which are: credit choices, venture choices, tax assessment choices, and association haggling choices.
 (Bragg, 2019). 
Budget summaries give valuable data to a wide scope of clients: 
Managers require Financial Statements to deal with the undertakings of the organization by evaluating its money related execution and position and taking significant business choices. 
Investors utilize Financial Statements to evaluate the hazard and return of their interest in the organization and take venture choices dependent on their investigation. 
Forthcoming Investors need Financial Statements to evaluate the feasibility of putting resources into an organization. Speculators may foresee future profits dependent on the benefits unveiled in the Financial Statements. Besides, dangers related to the speculation might be measured from the Financial Statements. For example, fluctuating benefits show a higher hazard. In this way, Financial Statements give a premise to the speculation choices of possible speculators. 
Monetary Institutions (for example banks) utilize Financial Statements to conclude whether to concede an advance or credit to a business. Money related foundations survey the budgetary strength of a business to decide the likelihood of terrible credit. Any choice to the loan must be bolstered by an adequate resource base and liquidity. 
Providers need Financial Statements to evaluate the credit value of a business and find out whether to flexibly products using a credit card. Providers need to know whether they will be reimbursed. Terms of credit are set by the appraisal of their clients' budgetary wellbeing. 
Clients utilize Financial Statements to survey whether a provider has the assets to guarantee the consistent flexibility of merchandise later on. This is particularly crucial where a client is a dependant on a provider for a specific segment. 
Representatives utilize Financial Statements for evaluating the organization's productivity and its result on their future compensation and professional stability. 
Governments require Financial Statements to decide the accuracy of assessment proclaimed in the expense forms. The government likewise monitors monetary advancement through investigation of Financial Statements of organizations from various divisions of the economy.
One main reason that financial statements are used within a business is to prevent fraud that complies with the regulations. Though fraud is prosecuted some companies are recurring at this for their business to look good on the books.
The Association of Certified Fraud Examiners (ACFE) defines accounting fraud as "deception or falsity that a personal or entity makes knowing that the misrepresentation may end in some unauthorized profit to the individual or to the entity or another party." finances fraud will take multiple forms, including: Overstating revenues by recording future expected sales, inflating asset's internet value by wittingly failing to use an applicable depreciation schedule, hiding obligations/liabilities from a company's record and incorrectly revealing related-party transactions and structured finance deals. Another kind of plan fraud involves cookie-jar accounting practices, wherever companies minimize revenues in one accounting amount and maintain them as a reserve for future periods with worse performances, in a very broader effort to temper the looks of volatility. (How to Spot Financial Statement Manipulation, 2020)

To put it plainly, the budget reports have various purposes, contingent on who is perusing the data and which fiscal summaries are being scrutinized.
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